ABSTRACT
INTRODUCTION
apital raising is one of the three major activities of corporations and is a very important activity for corporations. Corporations issue stocks or corporate bonds to raise capital directly in the capital market, or they raise capital through borrowing from financial institutions such as banks. The financial statements of the corporations are significantly affected by capital raising. In addition, managers have a lot of incentives from the accounting and economic perspectives in raising capital (Teoh, Welch & Wong, 1998a; 1998b; Rangan, 1998) .
Conservatism, one of the important principles in company accounting, is a method of recognizing assets and revenues as low or as late as possible while debts and expenses as high or as quick as possible. Many companies including Daewoo Shipbuilding & Marine Engineering Co., Ltd. in the engineer-to-order industry have recently stirred up social issues because they have failed to abide by this underlying principle (Hyun, Han & Lee, 2016) . Major fraud accounting cases, such as Enron, WorldCom and SK Global, remind about the importance of conservatism principle that firms need to observe (Healy & Palepu, 2003; Zekany, Braun & Warder, 2004; Choi, Lee, Choi & Ahn, 2015) . Watts (2003a; 2003b) argued the association between agency costs and accounting conservatism. In a situation where ownership and management are separated, accounting conservatism protects investors by monitoring managers. In previous studies, the role of accounting conservatism has been claimed to be the protection of shareholders and creditors. In this way, corporations are known to conduct conservative accounting to cut agency costs due to asymmetric information. However, this is not the only factor that affects such accounting. This study, above all, focuses on corporate capital raising. Capital raising companies are said to have incentives to manage earnings upward (Hong, 2016; Hong & Lee, 2016; Hong, 2017) . If they make an upward earnings management, they are highly likely to carry out non-conservative accounting. If the monitoring system works well in the Korean capital market, the capital raising corporation will conduct conservatism accounting. On the other hand, if the monitoring system does not work well in the Korean capital market, the capital raising corporation will conduct less conservative accounting. This paper compares and analyzes accounting conservatism of companies that raise capital and those that do not.
The academic contribution of this paper is to verify the accounting conservatism of capital-raising corporations. Although there have been many studies on the accounting conservatism, there are no studies that have clarified the those issuing equity upward earnings management more than those without financing. In other words, capital-raising companies make an upward earnings management more than those that do not raise capital at all.
In conclusion, the abovementioned studies have reported that capital-raising companies seek to manage earnings upward in order to easily finance capital, reduce costs of raising capital, and to meet the requirements of debt contracts. However, the capital market's watchdog system appears to hardly function. According to the definition of conservatism, upward earnings management can be viewed as less conservative accounting. Consequently, the following hypothesis is set up and verify through empirical analysis in this.
Hypothesis:
The capital-raising corporations would carry out less conservative accounting than non-capital raising corporations. Basu (1997) measured the degree of conservatism depending on how strong a relation between variations in the net losses during the previous term and during the current term is comparing with a relation between variations in the net earnings during the previous term and during the current term. He considered reflecting losses rather than earnings immediately as conservatism, and larger variations in the net losses than variations in the net earnings as a higher degree of conservatism. It is referred to as earnings persistence model, and its details are as follows: In formula (1), if a coefficient " which represents conservatism is significant negative, it means firms that do not raise capital carry out conservative accounting more than those that do. (1997) is a representative measure of conservatism. Basu (1997) stated conservatism to recognize the bad news immediately and not to recognize the good news until it is realized. Stock returns would decrease if losses due to bad news are reflected immediately. Consequently, a negative stock returns would be more closely correlated with net earnings than a positive stock returns. Based on these ideas, the model to measure conservatism has been designed as follows: In formula (2), if a coefficient " is significant positive, it suggests noncapital raising companies to carry out conservative accounting more than those raising capital.
THE MODEL
Where: (2008) examined the degree of conservatism by analyzing the relationship between total accruals and operating cash flows. The relationship between the two is determined by how the good news or the bad news is recognized in operating cash flows. When profits and losses are asymmetrically recognized and the bad news cause losses, the relation of total accruals and operating cash flows is positive, which suggests conservatism. Such a significant positive coefficient " in the below formula (4) reveals that corporations which do not raise capital carry out conservative accounting more than those which do. = Property, plant and equipment scaled by beginning total asset Khan and Watts (2009) expanded stock returns model of Basu (1997) to develop a conservatism measure, called CSCORE. To reduce statistical deviation in this study, a hundred group of CSCORE was formed, each value assigned to each group (0-99), and then figures gained by dividing such a value by 100 used. If CSCORE is closer to 1, conservatism is stronger. If a coefficient * of the following formula (5) is significant positive, it suggests non-capital raising firms conduct conservative accounting more than those raising capital.
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EMPIRICAL RESULTS
2) *** , ** , and * significant at the 1%, 5%, and 10% levels, respectively.
Panel A, B, C, D, and E in Table 4 show the Pearson correlation matrix between the variables in each research model. The correlation coefficients between variables in each model are not significantly different from the results of previous researches. Table 2 for the definition of variables.
2) *** , ** , and * significant at the 1%, 5%, and 10% levels, respectively. Table 5 shows the results of hypothesis testing with earnings persistence model of Basu (1997) . Basu measured the degree of conservatism depending on how strong a relation between variations in the net losses during the previous term and during the current term is comparing with a relation between variations in the net earnings during the previous term and during the current term. He considered reflecting losses rather than earnings immediately as conservatism, and larger variations in the net losses than variations in the net earnings as a higher degree of conservatism. The coefficient " of ∆ * ∆ * , which is the explanatory variable of this study, is a significant negative value. It explains that variations in the net losses of the corporations that do not raise capital is greater than variations in the net earnings. It indicates the corporations that do not raise capital are more conservative than corporations that raise capital. The explanatory power of the model is 52.1% and the F-value is significant. Regression analysis seems to be completed properly to verify this research hypothesis that is using earnings persistence model. Table 3 for the definition of variables.
2) *** , ** , and * significant at the 1%, 5%, and 10% levels, respectively. Table 6 shows the results of hypothesis testing with stock returns model of Basu (1997) . Basu stated conservatism to recognize the bad news immediately and not to recognize the good news until it is realized. Stock returns would decrease if losses due to bad news are reflected immediately. Consequently, a negative stock returns would be more closely correlated with net earnings than a positive stock returns. The coefficient " of * * , which is the explanatory variable of this study, is a significant positive value. It indicates that corporations that do not raise capital are more conservative than corporations that raise capital. The explanatory power of the model is 51.5% and the Fvalue is significant. Table 3 for the definition of variables.
2) *** , ** , and * significant at the 1%, 5%, and 10% levels, respectively. Table 7 shows the results of hypothesis testing with Givoly and Hayn (2000) model. Givoly and Hayn (2000) measured conservatism by using non-operating accruals. The coefficient * of , which is the explanatory variable of this study, is a significant negative value. It indicates that corporations that do not raise capital are more conservative than corporations that raise capital. The explanatory power of the model is 4.3% and the F-value is significant. Table 3 for the definition of variables.
2) *** , ** , and * significant at the 1%, 5%, and 10% levels, respectively. Table 8 shows the results of hypothesis testing with Ball and Shivakumar (2008) model. Ball and Shivakumar (2008) examined the degree of conservatism by analyzing the relationship between total accruals and operating cash flows. The relationship between the two is determined by how the good news or the bad news is recognized in operating cash flows. When profits and losses are asymmetrically recognized and the bad news cause losses, the relation of total accruals and operating cash flows is positive, which suggests conservatism. The coefficient " of * * , which is the explanatory variable of this study, is a significant positive value. It indicates that corporations that do not raise capital are more conservative than corporations that raise capital. The explanatory power of the model is 10.1% and the F-value is significant. The regression analysis for the above five models reveals the consistent results that non-capital raising corporations conduct conservative accounting more than capital raising corporations. Namely, the results from 1991 to 2014 coincided with the hypothesis 4 .
CONCLUSION
This study has analyzed accounting conservatism of corporations that raise capital by issuing equity or issuing bonds and those that do not. The capital-raising corporations have incentives to choose less conservative accounting in order to easily finance capital, reduce costs of capital, or prolong conditions of contracts such as debt contracts. On the contrary, they would decide to conduct conservative accounting to cut the agency costs due to information asymmetry. The evidence this study provided reveals that among the Korean listed companies, those that raise capital carry out less conservative accounting than those that do not. The academic contribution of this paper is to verify the accounting conservatism of capital-raising corporations. Although there have been many studies on the accounting conservatism, there are no studies that have clarified the accounting conservatism of capital-raising corporations. The practical contributions of this paper are as follows. First, for external audits of capital-raising corporations, auditors need to examine thoroughly in case they conduct less conservative accounting. Second, regulators should consider to strengthen regulations and thoroughly supervise the financial reporting of capital-raising corporations. Third, investors should be more careful when investing in stocks or bonds considering that the numbers in the financial statements of the company may not be conservative. The limitation is that it does not include bank loan financing companies since the data was unobtainable. It would be meaningful if this paper can be extended in the following study to compare accounting conservatism differences between stock issuers and bond issuers.
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